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Preface 


This booklet summarizes a report entitled Feder- 
alism and decentralization: where do we stand? 
The report was prepared within the Federal- 
Provincial Relations Office by Richard Bastien. It 
is published by the Government of Canada in the 
interest of contributing to public discussion. 


Copies of the full text may be obtained by writing 
to: 


Publications Canada 
P.O. Box 1986, Station B 
Ottawa, Canada 

K1P 6G6 


Introduction 


Is the Canadian federal system overly centralized 
or overly decentralized? Have there been, since 
Confederation, discernible trends in the respec- 
tive influence and autonomy of the federal and 
provincial governments? 


These questions are at the heart of the continuing 
debate on national unity. And the answers vary 
with the individual viewpoint. 


Supporters of federalism fall into two schools of 
thought—one holding that the system would 
work better if federal powers were transferred to 
the provinces, the other asserting that the 
present system is already very decentralized and 
that any further transfer of powers to the prov- 
inces will need to be very limited. 


The desired degree of centralization or decentral- 
ization in the Canadian federal system is, of 
course, highly subjective. The object of the report 
is not to suggest an answer to this very delicate 
cen but ee to review the trends in financial 
3 ents and examine how the federal 


made ort olen use Yo gain 


perspective 
1s from a more global vantage 


There is one fact that emerges clearly from the 
rvew—Canada is oe of the most decentralized 


ments ae na ‘quite different ar ean 
eae The notion 

tus quo is largely a myth, for although 
the Constitution has not been amentally 
ee of federalism 


The early years 


The Fathers of Confederation, mindful of the hard 
lessons to be learned from the experience of the 
United States, wanted the British North America 
Act to provide ample scope for a strong central 
government. At the same time, however, the 
period of union (1840-1867) between Upper and 
Lower Canada had demonstrated the need for 
provincial control over those issues of more local 
concern. 


To realize the dream of a country from sea to 
sea, the nation’s founders gave the federal 
administration most of the important powers to 
raise money, regulate interprovincial trade and 
transportation, currency and financial institutions. 
Customs duties and other forms of indirect taxa- 
tion, which had been the main source of revenues 
Gee Woe bag aur aerPolpont sochl ite cfeders! 


addition, the federal eel assumed vari- 
roportions | ‘provinces’ debts and this, 
in addition to guaranteeing grants under the Con- 
as” to represent a full settle- 

vincial claims on Ottawa. 


: IPOS Bar Bases before the provinces 
were once again in financial difficulty. As early as 
1869, Nova Scotia threatened to withdraw from 
Canada, claiming there was no other way it could 
raise the revenues it needed. The federal govern- 
ment responded with a special grant. This, of 
course, established a precedent and other prov- 
inces demanded the same. 


In the years that followed, there were various 
other amendments to the financial arrangements, 
but even so the provinces were hard-pressed 


financially and began ee ways of raising their 
own funds, through such devices as personal 
income taxes, business taxes and succession 
duties. 


During the last quarter of the me ce es 
provinces began to play an increasingly impor 

tant role in the country’s economic and political 
life. This trend was interrupted by the outbreak of 
World War | and, for the duration of that conflict, 
the balance of power swung back to the federal 


After the war came a major turning point in 
Canadian federalism. The war effort had left the 
central government in a weakened financial situa- 
tion. Moreover, most major projects, such as the 
establishment of a transcontinental transporta- 
tion system, were—for the period—almost com- 
plete. Ottawa therefore a dad We ess a rela- 
tively smaller part in the economic affairs of the 
country. 


Peacetime priorities included roads, electricity, 
education and social welfare, all of which came 
under provincial jurisdiction. To meet their obliga- 
tions, the provinces needed new sources of 
revenue and they found them in such things as 
drivers’ permits, sales taxes, gasoline taxes and 
the sale of alcoholic beverages. From the central 
government they negotiated increased grants— 
and they also borrowed heavily. 


ai diep in iaiaeal! 3 «OS adele! Oe i 
Great Depression ticle 1929. The provinces 
had issued bonds to (inenes pelea ian ai 

ment in roads, urban development and electrical 
generating capacity. When the bonds came due, 
there just wasn’t enough money to pay the debts. 
The provinces increased tax rates and imposed 
pew taxes ond sordid theibare piece lod! 
goverment: And in spite of its own ditficuties, 
increase its grants to provincial governments. 
some,ct, We provinces wete on the verge. ot 
bankruptcy. 


Return to centralization 


The shock of the Great Depression was profound 
and enduring: it led to a rethinking of the entire 
tax structure and the respective responsibilities of 
ie cll and provincial governments. In 


: sion after its 
sive chairmen, was eeteblnied in 1937. 


Among its major recommendations were the 
following: 


pensions’ were. more syiieaiNeresinfgrecane 

‘the recommendation peat national adjust- 
| refit grantee tHatne of our present system of 
- equalization payments. 


The work of the commission, however, was over- 
taken by the outbreak of World War Il. As the 
war effort intensified, the federal government 


7 


took on greater responsibilities. The provinces 
recognized the need for a strong central govern- 
ment, at least for the duration of the war. In 
1941, they all agreed to leave the personal and 
corporate income tax fields entirely to the federal 
government, until one year after the end of 
hostilities. 


In return, the federal government paid the prov- 
inces a “rent’’ as partial compensation for with- 
drawing from these tax fields. Thus began a new 
chapter in federal-provincial fiscal arrangements, 
that waxed and waned long after the end of 
World War Il. 


The prospect of peace raised fears of another 
recession. The theories and prescriptions of the 
noted economist, John Maynard Keynes, were 
embraced by a hopeful public searching for solu- 
tions to old problems. Stimulative Keynesian 
measures, such as capital works projects and tax 
cuts, were seen as a means of generating jobs for 
soldiers returning from abroad and as an offset to 
declining war-related production. — 

out, fears of a world recession were ill-founded, 
as a release in pent-up consumer demand pro- 
vided the needed offset. 


heless, the Concept of regulating the 
measures, sO as to 
and inflation, was revo- 
lutionary as its a and had a marked influence 
on =e evolution of Canada’s federal system. A 
dine spouses, was envisaged for the federal 
vernment and it challenged the traditional divi- 
powers between the two orders of 


Social security was no longer viewed solely as a 
Gey aol nestsiance lt aqua it was con- 
sidered pps pe the sewn tn available for 


power policies j at training workers and at 
achieving full employment, to be considered a 
provincial or a resets responsibility? Income sup- 
plements, such as welfare payments, posed the 


Same problem. These measures served a pur- 
pose that was social (assisting the disadvan- 
taged) as well as economic (maintaining a higher 
sie Spe overall demand and production) in 


Federal-provincial financial arrangements played 
a major role in shaping the resolution 5 this 
question of jurisdiction. The postwar years saw a 
series of major developments that included 
equalization payments, various other ways of 
sharing the national wealth, agreements under 
which the federal government collected income 
taxes on behalf of most provinces, the Family 
Allowance program, and a series of “‘shared- 
cost’’ programs that paved the way for federal 
involvement in a number of national schemes. 

Shared-cost programs have been perhaps the 
most controversial element of postwar Canadian 
federalism. As a general rule, the provinces 
received 50 cents from the federal government 
for every dollar they committed to these pro- 
grams, which have included the Trans-Canada 
Highway, hospital insurance, medicare,. the 
Canada Assistance Plan and post-secondary 


_ These programs sprang from the desire to ensure 
that essential public services be made available 
to all Canadians, and on an equitable basis. 


The shared-cost nature of the programs, how- 
ever, was seen as an instrument of unwarranted 
~ centralization. In many instances, the provinces 
only very reluctantly agreed to participate. Que- 
bec’s may have been the loudest voice raising 
concern about what was seen as federal intrusion 
into provincial affairs, but it was not the only one. 
A number of other provinces sided with Quebec 
against this use of the federal spending power to 
entice them to join in national programs by offer- 
ing to pay approximately half the cost—in effect, 
making an offer the provinces found difficult to 
refuse even though some felt there were more 
important priorities. 


Quebec’s concern was reflected by the appoint- 
ment in 1953 of a provincial royal commission 
headed by Chief Judge Thomas Tremblay, to 
“inquire into constitutional problems . . . and sub- 
mit... its recommendations as to steps to be 
taken to safeguard the rights of the Prov- 
ince....” 


The Tremblay report, tabled in the Quebec Na- 
tional Assembly in 1956, has greatly influenced 
the view of federalism in that province. Essential- 
ly, the report argued for the separation and 
exclusive assignment of functions as between the 
two orders of government, that is, a classical 
form of federalism which, according to the com- 
mission, had inspired the Fathers of Confedera- 
tion. This was thought to be particularly neces- 

sary in order to respect the duality of the French 
and English cultures. In the years that followed 
and even today, the findings of the Tremblay 
Commission and various interpretations of them 
influence the discussions between the federal 
government and the Government of Quebec. 


And in the intervening years, the practice of 
federalism has been an exercise in federal- 
provincial compromise and accommodation that 
has substantially altered its form. 


It has already been Aoted that the Fathers of 
‘ation attempted to structure the federa- 
tion so as to avoid repeating the early experience 
of the United States and to avoid also the cen- 
tralized nature of the union between Upper and 
Lower Canada. The British North America Act 
sought to define the balance. What is perhaps 
most remarkable is that the Canadian Constitu- 
tion has proven to be such a highly flexible 
document. With relatively few constitutional 
changes, the evolution from an essentially rural 
society to a highly complex, urban and industrial 
society has been accommodated. The transfor- 
mation has witnessed an enormous growth in the 
role of government at all levels—federal, provin- 
cial and municipal. 
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One way of reviewing the relative roles of the two 
basic orders of government—federal and provin- 
cial—is to examine their shares of total revenues. 
Data on Le early years of Confederation are 
scarce, but the dependency of the provinces on 
the federal government is underscored by the 
fact that, in 1867, grants and subsidies repre- 
sented about 80 to 90 per cent of expected 
revenues in Nova Scotia and New Brunswick, and 
between one-half and two-thirds in Ontario and 
Quebec. 


By the 1920s, when more comparative data first 
became available, the situation had changed 
SSE ty Before the Great Depression, the 

inces were collecting some es per cent of 
total revenues and the federal government only 
35 per cent. 


However, the events of the Great Depress 
World War II more than reversed he Saaee 
According to statistical data, - 1945 ‘the federal 
government levied 71.5 per cent of all the taxes 
eae ae while the provinces and mu- 


ay en, though, the ¢ TOVUT : 
Se ee 49.1 
more signi 1970 and 54.4 per cent in 1978. Even 


eutok i alanatentre rors 


sea them to 
: ial ues does not materially affect the 
: shares ae 1945, but for 1978 the provincial share 
ae rise to als 4 per cent. 
It etimes said that this overstates the 
degree of fecal decentralization because of the 
\ditional nature of certain federal grants to the 
ie ‘inces. However, the importance of condition- 
al grants is now much less than it used to be, 
particularly since new financing arrangements 
were implemented in 1977 for the medicare, hos- 
pital insurance and post-secondary education 


programs. 
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Fiscal arrangements between the federal and 
provincial governments are very highly decentral- 
ized. In fact, the share of total revenues account- 
ed for by provincial governments is beginning to 
approximate the period of the 1920s—when the 
role of government was much more limited and 
the notion of managing the economy was much 
less in vogue. 


Flexibility in expenditure and policy 
formulation 


In addition to being highly decentralized in terms 
of fiscal arrangements, the Canadian federation 
is also highly responsive to the needs and 
requirements of individual provinces. Here are 


e Adjustments were made to the Canada 
Pension Plan to allow Quebec to imple- 
ment its own plan, while ensuring the 
transferability of pension benefits of 
people moving to or from Quebec. 


e In 1973, the Family Allowance program 
was amended to allow greater flexibility 
on the part of the provinces to vary pay- 
ments according to the age and number 
of children. 

e In 1978, the federal government began 
eaten into agreements with the prov- 

_ inces, giving them a great deal of latitude 
in selecting immigrants. 


ments Which ae ees: 
the two orders of government. 


ADEPES Ndge ineetaneh onurteneeteeneS 
decentralized, the revenue shares of the different 
orders of government may be compared with 
data for other federations. Canada’s fiscal struc- 
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ture in 1976 was more decentralized than that of 
the United States and much like that of West 
Germany. Since the introduction of a new finan- 
cing formula for shared-cost programs in 1977, 
Canada has made a further major step in the 
direction of decentralization. Only Switzerland, 
which is generally considered to be the most 

tralize federation in the world, is margi- 
nal more decentralized—in terms of revenue 


shares between meio! orders of government— 
than Canada. 


In many respects, the Canadian federation has 
relia hae! ra decentralized since World 
War 


e revenues have radically changed. 


| remair s to be done, of course, to continue 
to shape the federation in a way that responds to 
: present-day realities and aspirations. The federal 
_ form is never static, as this brief review has 
indicated. 


The Fathers of Confederation, looking at Canada 
today, would find that the relative importance of 
the two orders of government is very different 
from what they had perceived. Members of Que- 
bec’s Tremblay Commission would not find much 
resembling the traditional concept of federalism 
they advocated in their report. 


13 


They would find that, in almost all fields of activ- 
ity, the federal government and the provinces are 
called upon to confer regularly; that the mech- 
anisms for consultation have multiplied greatly; 
that agreements, understandings and programs 
involving both orders of government have 
increased even faster. 


The federal government has a continuing interest 
in matters falling primarily under provincial juris- 
diction; the provinces have an interest in matters 
that are primarily of federal concern, such as 
Aehitit: ry policy, international trade and law of 
the sea 


Canada today operates, under a system that.ts 
very decentralized, in which one order of govern- 
ment can seldom act without influencing in some 
way the programs and policies of the other. 


Provincial autonomy respecting defined areas of 


eee cveneccctmintant 
the case of the federal governmen 


almost imperceptibly, 
something new—int 
The Canadian federation, like those of the United 
States, Australia and Switzerland, was created at 


a time when society was less urbanized and less 


hon He he APG ae mat pee 


placed by a mixed economy: 
pita sts and pra tye put people at 
opposite ends of the countr ‘in daily contact, and 
when small family firms have been replaced by 
large national and multinational corporations? 


Tolnlenhe questionte tevanewertit li ni 
society, the government’: 
means limited to a few well-definec 
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components of government are interdependent. 
Activities in the field of education affect activities 
in the area of employment; activities in employ- 
ment determine social welfare programs, which in 
turn affect housing policy, and so on. 


In a modern state such as Canada, there must be 
co-operation and ongoing consultation if coher- 
ent action is to be taken. There are two ways of 
achieving this. One is to grant the federal govern- 
ment responsibility for making major policy deci- 
sions and giving the provinces or states the role 
of implementing these policies. This centralizing 
method appears to have been adopted by the 
United States and Australia. The second is to 
grant the two orders of government responsibility 
for developing major national policies together 
and, to the greatest possible extent, ensuring 
that the provinces have the means to implement 
the policies themselves. 


This second method would seem to be the one 
best suited to federations such as Canada and 
zerland, where the populations are made up 


of diverse cultures and national origins. 


alencnys A beatin ie na ae a major voice 
in areas from which they were previously 
excluded. 


Due largely to the insistence of Quebec, but with 
‘odding to a greater or lesser degree from other 


unialie foron or fecerallet It is characterized by a 
plies degree of decentralization and a host of 
special programs aimed at meeting specific pro- 
vincial needs. 


ine at all of these arrangements, we have 


Peete cuteness At fiat Soe Gis 
though, and most importantly of all, they reflect 
the creative nature of our distinctive brand of 
federalism. | 
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